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1969 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL SUPPLEMENTARY MEDICAL INSUR-
ANCE TRUST FUND '

Tur Boarp oF TRUSTEES

The Federal supplementary medical insurance trust fund, estab-
lished on July 30, 1965, is held by the Board of Trustees under the
authority of section 1841(b) of the Social Security Act, as amended.
The Board is comprised of three members who serve in an ex officio
capacity. The members of the Board are the Secretary of the Treasury,
the Secretary of Labor, and the Secretary of Health, Education, and
Welfare. The Secretary of the Treasury is designated by law as the
managing trustee. The Commissioner of Social Security is secretary of
the Board.

FiscaL Yrar HicHLIGHTS

The fiscal year 1968 was the second full year of operation of the sup-
plementary medical insurance program insofar as both premiums and
benefit payments are concerned (benefits were first available on July 1,
1966, and premium collections started then).

Premiums collected in fiscal year 1968 amounted to $698 million,
while the matching contributions from the general fund of the Treas-
ury amounted to $634 million. The deficiency of $64 million in govern-
ment matching funds for fiscal year 1968, as well as the similar
deficiency of $24 million for fiscal year 1967, was made up by a transfer
effective on July 1, 1968.

Total receipts of the trust fund amounted to $1,353 million in fiscal
year 1968, an increase of 5 percent over the preceding fiscal year (pri-
marily due to the increase in the premium rate that was effective in
April 1968). In addition to contributions, receipts consisted of $21
million in interest on investments.

Total disbursements from the trust fund in fiscal year 1968
amounted to $1,532 million, an increase of 92 percent over the preced-
ing year (primarily because of the increase in benefit payments as the
inherent lag in beginning a new program of this type wore off). Of
this amount, $1,390 million was paid out for benefits (this amount is
based on Treasury statements; certain additional amounts have been
identified by carriers as benefit withdrawals in fiscal year 1968 that
did not clear through the Treasury before July 1, 1968). The benefit
payments in fiscal year 1968 were just double those of the preceding
fiscal year, when they amounted to $664 million. The remaining $143
million was for administrative expenses. The actual outgo for benefits
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in this second year of operation was 6 percent lower than the estimate
which was contained in the 1968 trustees report; this difference re-
sulted primarily from the lag in the actual benefit disbursements being
somewhat greater than had been estimated.

There was an excess of total outgo over total income, amounting to
$179 million, Accordingly, the total assets of the trust fund decreased
from $486 million on June 30, 1967 to $307 million on June 30, 1968,
but by December 31, 1968, they had increased to about $446 million
(as a result of the increased premium rate that became effective in
April 1968 and the aforementioned Government matching contribu-
tion on July 1, 1968, which made up for past deficiencies).

After the close of the fiscal year—in December 1968—the standard
premium rate for the period July 1969 through June 1970 was promul-
gated. This rate was retained af $4.00 per month. Appendix I gives a
statement of the actuarial assumptions and bases employed by the
Secretary of Health, Education, and Welfare in arriving at this pre-
mium rate. The law requires that this statement be made public at the
time the promulgation of the premium rate is made.

LecisLaTion 18 1967-68

Public Law No. 90-97, approved September 30, 1967, extended the
general enrollment period for the supplementary medical insurance
program that had been scheduled for OQctober through December 1967,
so that it would run through March 1968. The initial $3 monthly pre-
mium rate was continued through March 1968, instead of through
December 1967, and the promulgation by the Secretary of Health,
Education, and Welfare of the new standard premium rate (for per-
sons enrolling in the earliest possible enrollment period) was delayed
so that it could occur any time before J anuary 1, 1968—to be applica-
ble for the period April 1968 through December 1969 (which period
was changed by subsequent legislation).

The Social Security Amendments of 1967 (Public Law 90-248, ap-
proved January 2, 1968) affect significantly the future levels of in-
come and disbursements under the supplementary medical insurance
program. Benefit protection was expanded. Eligibility requirements
for the payment of benefits were liberalized. Some modifications in the
coverage provisions were made.

The more important changes, significant from an actuarial stand-
point, are presented below :

1. Effective April 1, 1968, the outpatient diagnostic services
which were previously covered under hospital insurance are cov-
ered for benefit purposes under the supplementary medical insur-
ance program.

2. Effective April 1, 1968, the deductible and coinsurance pro-
visions formerly applicable to the professional component of
pathology and radiology services furnished to inpatients in hos-
pitals are no longer applicable.
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3. Effective July 1, 1968, broader coverage of outpatient phy-
sical therapy services is provided, primari%y in instances where
the individual is not homebound.

4. Effective April 1, 1968, the supplementary medical insurance
program covers the costs of ancillary services furnished in hos-
pitals that are not covered under the hospital insurance program
(e.g. because the individual had exhausted his hospital benefits
under that program or was not covered thereunder).

5. Claims now have to be filed no later than the end of the cal-
endar year following the year when the services were rendered
except that the limit for services furnished in October through De-
cember of any year is the end of the second calendar year following
such year.

6. The standard premium rate is to be determined on an annual
basis for periods beginning with each July (instead of a biennial
calendar-year basis), except that the premium rate promulgated
for the period beginning April 1968 1s to be applicable through
June 1969.

7. The general enrollment periods will be January through
March of each year (instead of October through December of odd-
numbered years). Enrollees will be permitted to disenroll at any
time (effective at the end of the following quarter), instead of only
during general enrollment periods.

8. Whenever the transfer of matching funds from the general
fund of the Treasury is not made simultaneously with the enrollee
contributions, an appropriate interest adjustment is to be made
(applicable only to transactions after June 30, 1967).

9. The availability of the contingency reserve based on appro-
priations from the general fund of the Treasury, with any amounts
used being repayable, was extended for 2 years (i.e. until Decem-
ber 31, 1969).

The effect of the foregoing benefit changes is to increase the cost of
the program by about 6 percent relatively.

Appendix II gives a summary of the provisions of the supplemen-
tary medical insurance program as it is constituted following the enact-
ment of the 1967 amendments.

SumMmary oF THE OPERATIONS OF THE TrUsT FUND,
FiscaL Year 1968

A statement of the income and disbursements of the Federal supple-
mentary medical insurance trust fund during fiscal year 1968 and of
the assets of the fund at the beginning and end of the fiscal year is
presented in table 1.

H. Doe. 9147 0——2
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TABLE 1.—STATEMENT OF OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND
DURING THE FISCAL YEAR 1968

Total assets of the trust fund, June 30, 1967 ____________ ... _____ .. $485,791, 145. 46
Receipts, fiscal year 1968:
Premi rom particip M
Deducted from benefits
Deposited by States____
Collected by Social Securi

$583, 919, 092. 49
, 026, 275. 00
61,519, 691. 89

698, 465, 059. 38
634, 000, 000. 00

Total premiums__._._________._______.
Contributions from general fund of the Treasury__

Interest:
Interest on investments______ ... _____._____ . _____.________ 20, 103,173.15
Interest on net t of reimbur ts for administrative ex-
penses and construction from old-age and survivors insurance
trustfund ... 574, 000. 00
Total interest. ... ... ... 20,677,173.15
Total receipts... . . ... 1,353, 142, 232, 53

Disbursements, fiscal year 1968:
Benefit payments________ . ... ... 1, 389, 622,232, 27

Administrative expenses: T
Department of Health, Education, and Welfare 3

153, 960, 633. 70
Treasury Department_____._________________ 11,897.11

Civil Service Commission 43: 136.76
Reimbursement to old-age and survivors insurance trust fund for
costs of construction for fiscal year 1967___.__._______.______. 93, 816. 00
Gross administrative expenses_._...______.______._____.__. 154, 109, 483, 57
Less receipts from sale of surplus supplies, materials, etc_____.___ 36, 810. 53
Less reimbursement from oid-age and survivors insurance trust
fund due to adjustment in allocation of administrative expenses
for fiscal year 1967 __. . _____ . ... 11, 464, 911. 00
Net administrative expenses__ 142, 607, 762. 04
Total disbursements_..._.______ 1,532, 228, 994, 31
Net addition to the trust fund.. .. ... ____ ... —179,087,761.78

Total assets of the trust fund, June 30, 1968__ ... ... 306,703, 3&%

! Transferred from the old-age and survivors insurance and disability insurance trust funds, the railroad retirement
account, and the civil service retirement and disability fund.

2 With respect to uninsured persons and insured persons not receiving monthly benefits.

3 Includes administrative expenses of the carriers.

The total assets of the trust fund amounted to $486 million on June
30, 1967. By the end of fiscal year 1968 the assets amounted to $307
million, a decrease of $179 million.

Total receipts of the fund amounted to $1,353 million. Of this total,
$698 million represented premium payments by the enrollees, an in-
crease of 8 percent over premium payments by enrollees in the preced-
ing fiscal year. This growth is attributable to the increase in the stand-
ard premium rate from $3 to $4 per month that became effective in
April 1968. Matching contributions received from the general fund of
the Treasury amounted to $634 million. (The deficiencies of $64 mil-
lion in fiscal year 1968 and $24 million in fiscal year 1967 were made
up, along with appropriate interest on the fiscal year 1967 deficiency,
in July 1968 after the close of fiscal year 1968.)

The remaining $21 million consisted of interest on the investments
of the fund and on the net amount of reimbursements for administra-
tive expenses and construction, which was received from the old-age
and survivors insurance trust fund.

Disbursements from the fund during the fiscal year 1968 totaled
$1,532 million. Of this total, $1,390 million was for benefit payments,
an increase of 106 percent over the corresponding amount paid in the
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fiscal year 1967. This large increase is primarily due to the newness of
the program and the lag from the time that benefits are incurred to
the time that benefits are actually paid. Since fiscal year 1967 was the
first year of operation under the program, actual benefit payments in
that year were much lower than the benefits incurred, while in fiscal
year 1968 the difference between benefits incurred and benefits paid was
considerably smaller.

The remaining disbursements, $143 million, were for net adminis-
trative expenses.

Table 2 compares the actual experience in the fiscal year 1968 with
the estimates presented in the 1968 Annual Report of the Board of
Trustees. The actual premium collections were 2 percent lower than the
estimates, while the actual benefit payments were 6 percent lower than
estimated.

TABLE 2.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THESUPPLEMENTARY MEDICAL INSURANCE
TRUST FUND, FISCAL YEAR 1868

[Amounts in millions]

Estimated
amount Estimate as
Actual  published in percentage
amount 1968 report of actual
Premiums from enrollees. - . . . .o iieeeaameenes $698 $714 102
Government contributions .. 634 739 117
Benefit payments.__ ... . 1,390 1,473 106
Assets, end of year . .o 307 348 113

Note: fn interpreting the figures in the above table, reference should be made to the accompanying text.

The assets of this fund at the end of fiscal year 1968, amounting to
$307 million, consisted of $281 million in the form of obligations of
the 17.S. Government and $25 million in undisbursed balances. Table 3
shows the distribution of the total assets of the fund at the end of fiscal
year 1968.

TABLE 3.—ASSETS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, BY TYPE, AT END OF FISCAL
YEARS 1967 AND 1968

June 30, 1967 June 30, 1968

Par value Book value ! Par value Book value !

Investments in public-debt obligations sold only
to this fund (special issues):
Certificates of indebtedness: 434-percent,
$31,923,000 $31,923,000.00 ... ooeeoieoaooois

Notes:
434-percent, 1969__._ ... ... ... 31,923,000 31,923,000.00 ___ ..o
43 .percent, 1970 ___ . ... 31,923,000 31,923,000.00 .. ... ....... .
437-percent, 1971____ . ..._.... 31,923,000 31,923,000.00 ... ... ...
A3 -percent, 1972 ... ... 31,923,000 31,923,000.00 ___..__....._. -

434-percent, 1973 __ 31,923,000 31,923, 000. 00 R
434-percent, 1974. - 287,311,000 287,311, 000. 00 $274, 886,000 $274, 886, 0
584-percent, 1975 . i 6, 527, 000 6, 527, 000, 00

Total investments in public-debt

. obligations. . .. ..._._....._... 478, 849, 000. 00 281,413,000 281,413, 000.00
Undisbursed balances_ - .. . .. i iiciaan 6,942,145.46 ____ ... .- 25,290, 383. 68
Total @$SetS_ oo ceeemcemmmme o mme e 485,791,145.46 ___ ... ... .... 306,703, 383. 68

1 Par value, plus unamortized premium, less discount outstanding.
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New securities at a total par value of $1,369 million were acquired
during the fiscal year through the investment of receipts of the fund.
The par value of securities redeemed during the year was $1,566 mil-
lion. A summary of transactions for the fiscal year, by type of security,
1s presented in table 4.

TABLE 4.—STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT SECURITIES FOR THE SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUND DURING THE FISCAL YEAR 1968

[All amounts represent par values]

Acquisitions Dispositions

Obligations sold only to this fund (special issues):
Certificates of indebtedness:
434-percent, 1968 0 $31,923, 000
S-percent, 1968 __._______. . $151, 628, 000 151, 628, 000
51g-percent, 1968 - 108, 930, 000 108, 930, 000
514-percent, 1968 122, 634, 000 122,634, 000
534-percent, 1968 214,063, 000 214, 063, 000
N 554-percent, 1968 765, 206, 000 765, 206, 000
otes:

43{-percent, 1969 0 31,923, 000
434-percent, 1970 0 31,823,000
434-percent, 1971 _____ 0 31,923,000
434-percent, 1972___. 0 31,923, 000
434-percent, 1973_ . __ 0 31,923, 000
434-percent, 1974____ 0 12, 425, 000
55%-percent, 1975 .. [ lIlIIIITTTITmmmmmmmmmTTs 6, 527, 000 0

Total transactions. .__..__..______ . .. 1, 368, 988, 000 1, 566, 424, 000

AcruarianL Starus or THE Trust Funp

In discussing the actuarial status of the supplementary medical
insurance program, it is first necessary to consider the experience on
an accrual basis and the limitations on the accuracy of the estimates
before presenting and discussing the results of these estimates.

(1) Actuarial status of program dependent on acerued experience

The actuarial status of the program, and of the trust fund, can
appropriately be measured only on an accrual basis; that is, the solv-
ency of the trust fund depends on the services performed, on the basis
of which benefits must be paid. Cash disbursements for benefits and
administrative expenses by themselves are misleading, due to the rela-
tively large liabilities outstanding at any time for benefits and process-
ing costs that must be paid for services already performed. These
liabilities result from the timelag between the time that services are
performed and the time that benefits for them are paid. This lag is due
to the $50 deductible which must be accumulated before any benefits
are payable, the tendency of enrollees to accumulate bills and submit
them together (especially at the end of the year), and the time required
by carriers to process and adjudicate the bills received.

This liability outstanding at any time for benefits for services per-
formed for which no payment has been made may be referred to as
“benefits incurred but unpaid.” Estimates of the amount of such bene-
fits incurred but unpaid as of the end of each calendar year according
to the “expected” estimates, and of the administrative expenses related
to processing these benefits, appear in table 5. Also included in table 5
are estimates of the excess of premiums collected in advance over pre-
miums due and uncollected, and of Government matching contribu-
tions due but not yet transferred to the trust fund.



7

The actuarial status of the program and the financial status of the
trust fund at any time can be found by adjusting the balance in the
trust fund account by the net of these asset and liability items on that
date (as in item C of table 5). The actuarial experience of the program
during any period can be obtained by adjusting the cash flow of pre-
miums, matching Government contributions, benefit payments, and
administrative expenses to an accrual basis by adding the net increase
in each asset or liability item during the period to the corresponding
item on a “cash” basis for that period.

TABLE 5.—SUMMARY OF PROJECTED ASSETS AND LIABILITIES OF THE SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM, ACCORDING TO “EXPECTED” ESTIMATE, AT END OF CALENDAR YEARS 1966-68

[18 millions]
As of Dec. 31—
1966 1967 1968
A. Assets:
Premiums due and uncollected, less premiums collected in advance__.__.___..__... —37 —-33 -3$8

Government matching contributions due and unpaid, less such contributions with

respect to premiums paid in advance - 315 25 -8
Actual balance in trust fund._...___..._ ... R - 122 412 446
Total @sSetS. - - e e cecmmmmememmmeeemmem e e 430 434 430
B. Liabilities outstanding:
Benefits incurred but unpaid. . - ... oaoonoooes .. A0 500 526
Administrative cost for processing that are related to benefits incurred but unpaid. .. 38 58 59
Total liabilities. 445 558 585
€. Netactuarial surplus.. . .o oo i -15 124 —155

The dependence of the actuarial status of the program on the accrued
experience is recognized in section 1839(b) (2), in which it is stated
that the premium rate “shall be such amount as the Secretary esti-
mates to be necessary so that the aggregate premiums for such 12-
month period will equal one-half of the total for the benefits and ad-
ministrative costs which he estimates will be payable from the Fed-
eral supplementary medical insurance trust fund for such 12-month
period” (italic supplied). Similarly, an assessment of the actuarial
status of the program and of the financial status of the trust fund for
any period must be made on the basic of estimates of the benefits and
adininistrative expenses “payable * * * for” (i.e., accrued in such
period).

(2) Necessary limitations on accuracy of estimates of past and future
experience

There are many difficulties in projecting the cost of a service bene-
fit program that are not encountered in projecting the cost of cash bene-
fit programs, due to the many economic and social factors involved.
This is especially so as to the rate at which physicians may increase
their fees and as to the increase in utilization of services that will
gradually result from placing physician services within the financial
means of over 95 percent of those aged 65 or older. Further difficulties
result from the absence of firm estimates of the present and immediate
past experience of the program, on which projections of future ex-
perience can be based (as discussed in appendix IV); and any errors
in the former are necessarily incorporated into the latter. The “ex-
pected” estimates of the 1967 experience could vary as much as 10

H. Doc. 9147 O——3
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percent from the actual experience, and estimates for later years could
vary further from the actual experience.

Final conclusions as to the accrued experience of the program for
1966-68 will not be possible until the deadline for filing claims based
on services performed during 1966-68 has passed, all claims have been
adjudicated and decided by carriers, payment records covering all
benefit payments have been prepared by carriers and forwarded to the
Social Security Administration, and the payment records pertaining
to benefits paid through the deadline for filing claims based on services
received during the period have been reconciled with the benefits
actually paid from the trust fund for this period.

(3) “Expected” estimates

The financing of this program is essentially different from that for
the cash benefit programs in that the premium is only set for a 1-year
period (except for the period from April 1968 through June 1969) ;
consequently, estimates are needed only for 114 vears into the future.
Thus, there is not the same need for estimates of the highest cost and
lowest cost experience that might be reasonably expected over many
years into the future, so that the financing of the system can be set at
the middle of the range between what would be necessary to finance
the highest cost experience thought reasonably possible and the lowest
cost experience thought reasonably possible. Further, the premium
rate is required by law to be based on the estimate of the benefits and
administrative expenses that can be expected to accrue for services
performed during the period to which such rate is to be applicable.

The “expected” estimates of the cost per capita of benefits and ad-
ministrative expenses that was acerued during calendar years 1966-68
and that anticipated for calendar years 1969-71 appear in table A in
appendix IV. Since the $50 deductible applies to each calendar year,
these costs can be developed only for calendar-year periods; however,
the premium rate is to be determined for fiscal-year periods (except
for the initial period July 1966 through March 1968 and the period
from April 1968 through June 1969). The prorated average monthly
rate of these costs for the periods to which a particular premium rate
is applicable are as follows:

Applicable Benefit  Administra- Total dis-

Period premium rate payments tive costs bursements

July 1966 through March 1968__..__ .. ... __._____ $3 $5.68 $0.76 $6. 44
Aprit 1968 through June 1969._ . __________..____.__ 4 7.21 .83 8.04

The premium rate for the period from July 1966 through March
1968 was about 7 percent lower than the combined benefits and ad-
ministrative expenses accrued during this period. The slightly un-
favorable experience during this period resulted primarily from an
mncrease of approximately 13 percent in the average fees charged by
physicians between July 1965 (when the premium rate was deter-
mined) and July 1967 (the approximate mid-point of the period in
which the benefits were paid), as compared with the 6 percent increase
assumed for this period. Further, the administrative expenses were
higher than originally estimated (on a continuing basis)—the actual
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ratio of administrative expenses to benefit payments on an accrual
basis was 10 percent in 1967 and 1115 percent 1n 1968, as against the
initial estimate of 814 percent.

(4) E'stimates of the past accrued experience

The estimates for the past accrued experience of the supplemental
m%(}ical insurance program for calendar years 1966-68 appear in
table 6.

The trust fund balances shown in the various tables presented in this
report do not include the contingency reserve that is authorized to be
available until December 31, 1969. The size of this reserve is to be $18
times the estimated number of persons who were eligible to participate
in the program on July 1, 1966, if they had so elected. Any amount
appropriated and drawn would be repayable without interest from
future income of the program.

TABLE 6.—ESTIMATED INCOME AND DISBURSEMENTS PAYABLE (ACCRUAL BASIS) UNDER SUPPLEMENTARY
MEDICAL INSURANCE PROGRAM, CALENDAR YEARS 1966-68

{In millions]
Accumu-
Premiums Govern- Adminis- Net of lated sur-
from par- mentcon- Benefit trative Interest operations - plus at end
Calendar years ticipants  tributions  payments expenses on fund in year of year
$315 3315 $535 1§112 52 -$15 —$15
643 643 1,289 130 24 ~109 —124
830 830 1,536 177 22 =31 —155
Total, 1966-68_ . __ 1,788 1,788 3,360 419 48 —155 —155

1 Administrative expenses shown include those incurred in 1965 and 1966.

As can be seen by examination of table 5, the program netted an esti-
mated deficit of $15 million on an acerual basis during calendar year
1966, an abnormal period due to the application of the full $50 deduet-
ible in a 6-month period and due to considerable nonrecurring startup
expenses. Due to the inadequacy of the $3 premium rate (by about
7 percent), benefit payments and administrative expenses incurred
exceeded acerued income during calendar vear 1967 by an estimated
$109 million, leaving an estimated deficit of $124 million on an acerual
basis for the initial 1v4-vear period. The estimated accrued deficit
increased during 1968 by $31 million to reach $155 million by Decem-
ber 31, 1968.

Interest earnings of about $20 million per year have been earned
during the 1967-68 period. As explained previously, the Jarge positive
balance in the trust fund is a result of the natural delay between the
date that services are performed and benefits acerued and the date on
which benefit payients made on the basis of the services are paid. The
balance in the fund during 1966-68 was unusually large due to the
newness of the program and the lack of familiarity of many enrollees
with reimbursement insurance. The interest earned on these unusually
large halances will contvibute toward meeting the net acerued deficit in
the future. Thus, income derived from those enrolled during 1966-67
will contribute substantially toward reducing the deficit incurred in
that period.
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(5) Past experience on a cash basis

The income and disbursements of the trust fund on a “cash” basis for
calendar years 1966-68 appear in table 7. Cash income exceeded cash
disbursements during 1966-67 by a large margin, resulting in a cash
balance in the trust fund at the end of 1967 of $412 million, although
the program actually had an estimated net deficit of $124 million on
that date, due to the large liabilities outstanding on account of
incurred but unpaid claims. Cash disbursements were slightly lower
than cash income during calendar year 1968 despite the inadequacy of
the $3 premium rate during the first quarter of the year, and the bal-
ance in the trust fund increased to about $446 million at the end of the
vear (figure partially estimated).

TABLE 7.—ACTUAL PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, CALENDAR YEARS 196668

[!n millions]
Premiums  Government Administra- Balance in
from par- contribu- Benefit tive Interest fund at end
Calendar years ticipants tions1 payments expenses 2 on fund t of year
$322 ... $128 3§74 $2 $122
640 $933 1,197 110 24 412
834 863 1,509 176 22 446
Total, 1966-68. ... 1,796 1,796 2,834 360 43 445

t The payments shown as being from the general fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).

2 These figures fluctuate in a nonsignificant manner from year to year b of the method of reimbur t between
this trust fund and the old-age and survivors insurance trust fund.

3 Administrative expenses shown include those incurred in 1965 and 1966.

¢ Estimated on the basis of actual experience for January through November.

(6) Summary of actuarial status of program

The actuarial status of the program and the financial status of the
trust fund depend on the determination and measurement of the ac-
crued income and benefit payments and administrative expenses ac-
crued under the program. Due to the small inadequacy of the initial
$3 rate, there was an estimated net deficit in the operations of the pro-
gram from July 1966 through March 1967 of about 7 percent and
hence in the estimated accrued balance at the end of this period. How-
ever, due to the normal delay between the time that services were
furnished and the time at which benefits were claimed on the basis of
these services, there was an adequate cash balance in the trust fund,
and this balance will continue to be adequate through fiscal year 1969,
even if the experience follows high-cost assumptions.

The premium rate of $4 that is set for the period April 1968 through
June 1969 will, in combination with the interest earnings of the trust
fund, probably be sufficient to meet the benefit costs and applicable ad-
ministrative expenses during that period. Accordingly, the estimated
net deficit will be slightly reduced during the period, and as of June 30,
1969, will be somewhat lower than it was on March 30, 1968 (but will
nonetheless be of a large size).

ExrEcTED OPrERATIONS AND STATUS OF THE TrRUsT FunD DURING THE
Periop Jury 1, 1968 To Juxne 30, 1971

The actual progress of the supplementary medical insurance trust
fund on a “cash” basis during fiscal years 1967 and 1968 appears in
table 8. Cash income during those fiscal years exceeded cash disburse-
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ments by $307 million, leaving a balance in the trust fund of this
amount as of June 30, 1968. This amount plus the Government contri-
bution of $89 million made on July 1, 1968 (to make up for past defi-
ciencies in the matching contributions), a total of $396 million, was
about $150 million less than the benefit payments and processing costs
related thereto based on services furnished prior to June 30, 1968, that
would subsequently be claimed, adjudicated, and paid. Such liabilities
outstanding as of June 30, 1968, for benefit payments and adminis-
trative expenses incurred but unpaid were unusually large due to the
newness of the program and the lack of familiarity of many enrollees
with reimbursement insurance.

Three. estimates for the future period after June 1968 have been
made and are presented in table 8. One estimate is based on an actuarial
projection of past trends in physician fees (and in charges and costs
for other covered services) and in utilization of covered services. The
specific assumptions are described in detail in appendix L.

TABLE 8.—ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, FISCAL YEARS 1963-71,
AND ACTUAL DATA FOR 1967-68

[1n millions)
Premiums Balance in
from  Government Benefit Administrative Interest fund at end
Fiscal year participants contributions? payments expenses 2 on fund 1 of year

Actual experience

1967 e 3647 $623 $664 3$134 $14 $486
1968 ... 698 634 1,390 142 21 307
" Estimate based on projections of physician fees and utilization of services
$905 $983 31,606 $184 $19 $424
917 927 1,758 209 19 320
930 930 1,913 218 9 58
Estimate based on recognition of only moderate increases in physician fees and
utilization of services
1969 .. . .o $905 $983 $1, 586 $184 $20 $445
917 927 1,678 209 20 422
930 930 1,768 216 18 316

Estimate based on recognition of no substantial increases in physician fees or utilization
of services during next premium period

$905 $983 §1, 567 $184 $22 $466
917 927 1,598 209 20 523
© © 0] © 0] ©

1 The payments shown as being from the General Fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).

2 These figures fluctuate in a ignificant from year to year, because of the method of reimbursement between
this trust fund and the old-age and survivors insurance trust fund.

3 Administrative expenses shown include those incurred in fiscal 1966 and 1967.

4 Experience that would result if the standard premium rate remained at $4 per month after June 1969.

s No estimate for 1971 was prepared on this set of assumptions because they seem completely unrealistic when carried
this far into the future. ’

Note: See text for description of the three different bases for the estimates.

Another estimate is based on the assumption that physician fees (and
charges and costs for other covered services) and utilization of medi-
cal services will be reimbursed by the program in the future period
covered by the estimate at approximately the level prevailing in the
latter part of 1968. This result is hypothesized to occur because of the
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cooperation of the medical profession in exercising restraint in increas-
ing charges and new administrative steps that the carriers are ex-
pected to take so as to give only very limited recognition to any in-
crease in physician fees and other cost elements that do occur and in
regard to improved monitoring of the utilization of services. This
estimate, appears in the Budget of the United States for ﬁscal year
1970.

The third estimate is intermediate to the other two estimates and is
based on the assumption that the administrative steps that can be
taken will, in practice, result in recognition by the program of mod-
erate increases in physician fees and other cost elements and not a
nearly complete maintenance of present levels.

None of the foregoing estimates is a high-cost one, such as could
arise under circumstances of the highest cost assumptions that appear
reasonable (but substantially more adverse than expected). Any such
estimate prepared on high-cost assumptions would naturally show less
favorable results in comparing outgo with income and in the develop-
ing size of the trust fund.

As would be expected—and as would necessarily have to occur under
the assumptions made—the trust fund increases moderately under the
estimate based on the assumption of no substantial recognition of in-
creases in physician fees or utilization in the next premium period.
The balance in the trust fund as of June 30, 1970 is shown to be $523
million, which amount closely approximates the estimate incurred but
unpaid benefit payments at that time, It has not been assumed that
such a static situation could be continued into the following fiscal
vear. Quite clearly, by that time, it would be necessary to recognize
physician-fee increases, at least to the extent of increases in their own
costs, A specific estimate for fiscal year 1971 has not, therefore, been
made under this assumption.

When the estimate based on the actuarial projection of past trends
1s considered, an entirely different picture emerges. Under the assump-
tions made as to future trends of physician fees and utilization of
services, the premium rate (assumed to remain at the $4 rate through-
out the period considered) would obviously be inadequate. The balance
in the trust fund is shown to decrease from $424 million on June 30,
1969 to $320 million on June 30, 1970 and to $58 million on June 30
1971. Under these conditions, the standard premium rate for the pe-
riod July 1970 through June 1971 would have to be increased substan-
tially-—both to meet the costs accruing in that year and to make up, at
least in part, for the deficit incurred in the preceding year, when the
premium rate was too low.

The estimate which is intermediate to the foregoing two e%tlmates,
naturally shows results that fall in between them. The balance i In the
trust fund decreases after June 1969, thus giving indication that the
premium rate in effect is not adequdte Aceore duwlv if these conditions
should prevail, the premium rate for the pellod July 1970 through
June 1971 would have to be significantly higher than $4, although, of
course, not as much so as if the conditions assumed in the estimate
based on an actuarial projection of past trends were to eventuate.

Next Page
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